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Abstract: 


Competition in all industries, as well as increasing customer sophistication, is 


forcing organizations to rethink how they do business. Products are no longer 
the key differentiator — competitive advantage comes from utilizing all 
knowledge within the organization to treat customers as individuals and 
maximize their lifetime value. As organizations shift their business models, 
success is based on the ability to identify, acquire, retain, and grow the most 
profitable customers. Until now, information technology has not enabled this 
process. Most systems have reflected a product and functional focus, and 
customer data has resided on multiple systems with no ability to link together. 
A fresh approach is required, one that utilizes a completely integrated and 
flexible information architecture to support a customer-centric business strategy. 
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"Historically, the hotel business has been 
very focused on product and the physical 
package of the hotel. Today there’s a far 
greater focus on customer relationship 
management: getting to know the 
customer, serving the customer individually 
and personally. From an information 
systems side, this means we have to store 
and manage information about the 
customer. We have to make information 
accessible to the organization; some ona 
real-time basis and some on a less real- 
time basis for marketing purposes. It Is 
changing our focus significantly, moving us 
into information warehouse management 
and making that information available very, 
very quickly." 


—Scott Heintzeman 
Vice President of Knowledge 
TechnologyCarlson Hospitality Worldwide 


"In a retail business we focus on product 
and understanding the product demands 
for customers. But the view of how you 
market, how you sell, is very customer- 
focused. And the combination of that 


product/customer mix is always part of the 
retail solution. As that evolves —once you 
have a strong product base and control, 
which is the infancy of retail —you focus 
more and more to refine your customer 
aspects. And that’s a phase we’re moving 
strongly into." 


—Tammy Lowe 
Director of Product Distribution Systems 
Hollywood Entertainment 


Introduction 


In today’s increasingly competitive business 
environment, sophisticated customers 
aren't just making their buying decisions 
on the basis of product comparisons. 
They're making those decisions on the 
basis of the relationships that they have 
with their suppliers. 


Sophisticated businesses, in turn, are using 
advanced information technology solutions 
to analyze the status of their sales and 

profits, to learn more than ever about their 
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Chapter 1 


customers, and then to put that 
knowledge to work. Armed with a strategy 
for Customer Relationship Management 
(CRM), these businesses are winning new 
customers, delivering highly targeted 
solutions to existing customers, and 
building the type of customer loyalty that 
will increase sales and profitability for years 
to come. 


Although many companies recognize the 
value of CRM, not all of them are adept at 
it. Customers want recognition, value, 
quality and respect for their patronage. 
They don’t always get it. Banks issue ATM 
cards that know your name — but not 
which language you prefer to speak. 
Technology companies make you punch in 
your customer ID number when you call 
for customer support —and then have the 
Support engineer request the same 
information when you finally get him or 
her on the line. Phone companies are 
offering an increasing array of services to 
give customers more convenience —but 
still require them to call during business 
hours, when most people are busy working 
at their own jobs, to order those new 
Services. 


CRM recognizes that not all of a business’s 
customers are of equal value —and that it 
is essential to pay the most attention to 
the most valuable customers. For example, 
a leading U.S. airline estimates that six 
percent of its customers represent 24 
percent of all miles flown and 37 percent 
of all revenue. Given that industry's high 
fixed costs, these customers probably 
represent half or more of the airline's 
profits. Other companies and industries 
have similar statistics. A major retailer, for 
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example, estimates that five percent of its 
customers represent 75 percent of its 
revenue. 


But CRM also applies to the rest of a 
company’s customers — to the majority 
who now comprise a minor share of a 
company’s sales and profits. That’s because 
this majority on the periphery represents a 
company’s future income stream. CRM 
helps to identify ways to bring these 
occasional customers into the tier of more 
valued and more-profitable customers. It 
also helps to identify those who do not fit 
the profile of present or potential 
profitable customers, enabling businesses 
to essentially "fire" them as customers. 


A historical perspective 


CRM represents the culmination of a long- 
term, evolutionary shift in the traditional 
thinking of business. Until the past few 
decades, the business of the global 
economy was, essentially, manufacturing. 
That focus on goods rather than services 
led to a product-focused, mass-market 
marketing strategy in which businesses 
tried to sell the same product to as many 
people as possible. The result: a high cost 
of acquiring new customers, and a low 
cost for customers switching to other 
brands. When all the value is in the 
product —rather than in the relationship 
with the vendor — there’s little reason for 
customer loyalty if a better price or new 
feature pops up somewhere else. 


To counter the negative aspects of this 
situation and to increase customer loyalty, 
companies are moving toward a more 


